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FOREWORD 

The  following  accounting  system  report  is  the  result  of  suggestions 
made  by  the  Music  Industries  Chamber  of  Commerce  two  years  ago  to  the 
business  schools  of  several  leading  universities  and  colleges,  to  the  effect 
that  the  need  in  the  music  trade  for  a  more  general  use  of  proper  accounting 
methods  presented  an  unusual  opportunity  for  research  and  investigation. 
At  the  Amos  Tuck  School  of  Dartmouth  College,  Mr.  M.  W.  Newcomb  of 
the  Class  of  1922  and  Mr.  E.  D.  Smith  of  the  Class  of  1923  made  such  in- 
vestigations under  the  supervision  of  Professor  Archie  M.  Peisch,  Certifiied 
Public  Accountant,  of  the  Amos  Tuck  School  Faculty.  The  results  of  this 
work  were  so  gratifying  that  at  the  further  request  of  the  Chamber,  the 
Tuck  School  offered  to  co-operate  in  the  preparation  of  an  accounting  system 
which  could  be  recommended  for  use  by  retail  music  merchants. 

The  following  report  was  compiled  and  written  by  Professor  Peisch 
and  is  based  largely  upon  his  own  practical  accounting  experience  in  the 
field  of  retail  music  merchandising.  The  accounting  methods  and  forms, 
substantially  as  described  herein,  have  been  successfully  installed  by 
Professor  Peisch  in  a  number  of  music  stores.  The  work  has  also  had  the 
advantage  of  the  painstaking  review  and  constructive  criticism  of  a  Special 
Committee  of  the  Chamber. 

It  is  the  belief  of  the  Committee  that  the  system  is  thoroughly  prac- 
tical and  meets  the  requirements  of  any  music  store.  However,  it  should 
be  remembered  that  any  system  should  be  adapted  to  the  individual  busi- 
ness and  not  the  business  to  the  system.  Competent  accounting  services 
should  be  employed  in  installing  the  system  and  adapting  it  to  the  need  of 
the  business. 

The  Chamber  takes  pleasure  in  acknowledging  the  very  valuable 
services  of  the  Amos  Tuck  School  of  Dartmouth  College  and  especially  the 
personal  interest  and  effort  of  Professor  Peisch,  without  which  this  work 
would  not  have  been  possible. 

MUSIC  INDUSTRIES  CHAMBER  OF  COMMERCE 

R.  W.  Lawrence,  President  Alfred  h.  Smith,   Secretary 

C.  Iv.  Dennis,  Manager 

TRADE  SERVICE  BUREAU 

SPECIAL  COMMITTEE 
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CHAPTER  I 


GENERAL 


Value  of  Scientific  Accounting 

Accounting  is  a  statistical  method  of  presenting  the  opera- 
ting results  of  a  business  for  a  given  period  of  time.  The  pur- 
poses to  ])e  accomplished  by  an  accounting  system  may  be  stated 
as  follows: 

First:      To  set  forth  the  financial  coudition  of  the  bus- 
iness, what  the  business  owns  and  owes,  as  of  any  given  date. 

Second:  To  show  the  Net  Profit  or  Net  Loss  that  has 
resulted  from  a  given  period's  operations. 

The  primary  objective  of  business  is  Profits.  Therefore  to 
know  the  Net  Profit  or  Net  Loss  resulting  from  a  period's  op- 
erations is  to  know  the  extent  to  which  a  business  enterprise  has 
succeeded  or  failed  to  accomplish  the  principal  purpose  for  which 
it  was  organized.  Furthermore,  what  has  been  accomplished  in 
the  past  indicates  to  a  considerable  extent  what  can  be  accom- 
plished in  the  future.  The  detailed  accounting  statements  now 
generally  requested  by  bankers  of  borrowing  customers,  in  ac- 
cordance with  the  recommendations  of  the  Federal  Reserve  Board 
and  American  Bankers  Associations,  bear  excellent  proof  of  the 
extent  to  which  bankers  estimate  the  ability  of  a  borrowing  cus- 
tomer to  make  the  money  necessary  to  pay  his  obligations, on  the 
basis  of  past  accomplishment.  The  high  opinion  that  the  bankers 
of  the  country  hold  of  the  value  of  accurate  accounting  informa- 
tion is  most  significant.  The  interest  of  a  banker  in  the  enter- 
prise of  a  borrowing  customer  is  essentially  the  same  as  the 
interest  of  the  customer.  I^ike  the  customer,  the  banker  has  in- 
vested money  in  the  enterprise.  Like  the  customer,  he  expects 
his  investment  to  be  preserved  intact  and  to  net  him  a  fair  return. 
The  safety  of  his  investment,  as  well  as  the  return  it  will  yield, 
depends  of  course  on  the  ability  of  the  concern  to  make  money. 
And,  if  the  banker,  through  his  daily  contact  with  a  large  number 
of  concerns  has  found  that  a  great  deal  of  reliable  information 
relative  to  the  present  and  future  welfare  of  a  business  enter- 
prise can  be  derived  from  accounting  statements,  this  ought  also 
to  be  the  case  with  those  who  own  and  manage  the  enterprise. 

Accurate  accounting  information  will  also  enable  a  business 
manager  to  locate  and  correct  the  errors  of  the  past.    A  com- 
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prehensive  statement  of  the  sources  of  profit  and  causes  of  loss 
for  a  past  period  will  help  a  manager  to  identify  the  classes  of 
sales  that  produce  the  most  as  well  as  the  least  revenue  and  to 
shape  his  future  sales  policy  accordingly.  Sales,  of  course,  count 
for  little  unless  they  bring  more  value  into  the  business  than  they 
take  out.  Furthermore,  such  a  comprehensive  statement  of  op- 
erations will  enable  a  manager  to  discover  those  expenses  that  can 
be  eliminated  or  reduced  in  the  future.  In  this  connection,  Taylor 
always  insisted  that  the  most  productive  source  of  business  profits 
was  the  elimination  of  waste. 

However,  although  it  is  generally  assumed  that  a  business 
manager  can  derive  a  great  deal  of  assistance  from  accurate  ac- 
counting information,  there  is  considerable  confusion  as  to  the 
methods  by  which  such  information  should  be  provided.  There 
are  some  merchants,  for  example,  who  through  constant  pains- 
taking personal  observation  are  able  to  tell  very  accurately  from 
month  to  month  how  much  they  have  made  or  lost  without  the 
assistance  of  scientific  accounting  methods.  Nevertheless,  to  keep 
in  touch  with  all  tlie  detaih'd  matters  essential  to  such  an  accurate 
knowledge  of  operating  results  requires  time  of  the  manager  or 
proprietor  that  could  be  better  spent  on  the  more  productive  work 
of  sales  and  administration.  Accoimting  methods  can  to  a  large 
extent  be  made  automatic  and,  as  a  result,  can  be  carried  out  by 
subordinates  whose  time  is  worth  a  great  deal  less  to  the  business 
than  that  of  the  proprietor  or  manager.  The  introduction  of 
scientific  accounting  methods  is,  therefore,  to  be  recommended 
not  only  because  of  the  value  of  the  information  which  such 
methods  provide  but  also  because  of  the  economy  in  time  and 
worry  to  the  management  that  such  methods  will  effect. 


General 


Balance  Sheet 

The  Balance  Sheet  or  Statement  of  Assets  and  Liabilities  is 
the  principal  accounting  statement  prepared.  The  balance  sheet 
of  any  business  on  any  given  date  shows  the  financial  condition  of 
the  business,  what  the  business  owns  and  owes,  on  that  date. 
The  following  is  a  typical  Music  Store  Balance  Sheet: 

Music  Store 
Balance  Sheet,  July  31,  1922. 
Assets 
Current  Assets 

Cash   $1,162.78 

Accounts  Receivable 15,920.52 

Inventories    20,238.58 

Total  Current  Assets   ......  $37,321.88 

Permanent  Assets 

Store  Fixtures  $2,986.00 

Less  Depreciation 298.60 

2,687.40 

Auto  Equipment 1,900.00 

Less   Depreciation    380.00      1,520.00 

Total  Permanent  Assets 4,207.40 

Prepaid  Expenses 

Organization  Expense 221.86 

Fire  Insurance  321.68 

Liabilitv  Insurance 72.80 


Total  Prepaid  Expenses 


616.34 


Liabilities 
Current  Liabilities 

Notes  Payable 

Accounts  Payable  

Accrued  Taxes 

Accrued  Interest  

Total  Current  Liabilities    . . 
Net  Worth 

Capital  Stock 

Surplus    

Total 


$5,000.00 

6,568.25 

127.96 

125.00 


25,000.00 
5,324.41 


$42,145.62 


$11,821.21 


$30,324.41 


$42,145.62 
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General 


Determination  of  Net  Profit 

In  the  case  of  any  business  for  a  given  period,  assuming  that 
there  have  been  no  capital  withdrawals  or  contributions  by  the 
proprietors,  the  Net  Profit  realized  is  the  amount  by  which  the 
Net  Worth,  the  difference  between  the  assets  and  liabilities,  has 
been  increased.  And,  conversely,  assuming  that  there  have  been 
no  additions  or  withdrawals  of  capital,  the  Net  Loss  incurred  is 
the  amount  by  which  the  Net  Worth  has  been  decreased  during 
the  period.  If  the  proprietors  have  contributed  additional  capital 
during  the  period,  the  amount  of  their  contributions  should  be 
deducted  from  the  increase  in  Net  Worth,  to  arrive  at  the  Net 
Profit,  or  added  to  the  decrease  in  Net  Worth  to  arrive  at  the 
Net  Loss  of  the  period.  If  the  proprietors  have  withdrawn  any 
capital  during  the  period,  the  amount  of  their  withdrawals  shoukl 
be  added  to  the  increase  in  Net  Worth  to  arrive  at  the  Net  Profit, 
or  deducted  from  the  increase  in  Net  Worth,  to  arrive  at  the 
Net  Loss  of  the  period. 

To  illustrate,  the  assets  and  liabilities  of  a  store  at  the  be- 
ginning and  end  of  1922  are  as  follows: 


Assets  Jan.  1,  '22    Dec.  31,  '22    Increase 


Cash  $5,000.00 

Aeets.  Rec.  ...  60,000.00 

Inventories   ...  30,000.00 

Store  Fixtures.  5,000.00 

Deliverj^  Equip.  3,500.00 


$3,000.00 

80,000.00 

35,000.00 

5,000.00 
3,000.00 


$ 

20,000.00 
5,000.00 


Decrease 
$2,000.00 


500.00 


Total    $103,500.00    $126,000.00      $25,000.00        $2,500.00 


Liabilities 


Statement  of  Profit. 

Increase  in  Assets  $25,000.00 

Less  Decrease  in  Assets   2,500.00 

Net  Increase  in  Assets  $22,500.00 

Deduct : 

Increase  in  Liabilities $10,000.00 

Less  Decrease  in  Liabilities 2,000.00 

Net  Increase  in  Liabilities   8,000.00 

Increase  in  Net  Worth  $14,500.00 

The  Net  Worth  of  the  store  has  increased  $14,500  during  the 
period.  Assuming  that  there  have  been  no  additions  or  with- 
drawals of  capital,  a  net  profit  of  $14,500  has  been  realized.  If 
the  proprietor  had  withdrawn  capital  to  the  amount  of  $5,000 
during  the  period,  the  net  profit  would  be  $14,500  plus  $5,000  or, 
$19,500.  If  the  proprietor  had  contributed  $5,000  additional  capi- 
tal during  the  period,  the  Net  Profit  would  be  $14,500  less  $5,000 
or  $9500.  Therefore,  if  an  accounting  system  is  to  show  what  ha^ 
been  made  or  lost  by  an  enterprise  during  any  given  period,  it 
must  provide  a  Balance  Sheet  at  the  beginning  of  the  period 
which  will  show  correctly  what  the  enterprise  owned  and  owed 
at  that  time  and  a  Balance  Sheet  at  the  end  of  the  period  which 
will  correctly  show  what  the  enterprise  owned  and  owed  at  that 
time. 


IM 


Notes  Pay. 
Ace.  Pav.  . . 


.  $20,000.00      $30,000.00      $10,000.00 
.     10,000.00  8,000.00 


Net  Worth  ....  $73,500.00      $88,000.00      $14,500.00 


$2,000.00 


Total   Liab..  $30,000.00      $38,000.00      $10,000.00        $2,000.00 


Total $103,500.00    $126,000.00 
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STATEMENT  OF  OPERATIONS 

However,  a  statement  of  wJuit  the  profit  or  loss  of  a  business 
has  been  for  a  given    period  is  not  of  much  use  to  the  manage- 
ment, unless  it  is  accompanied  by  a  detailed  explanation  of  how 
profit  or  loss  was  brought  about.    Since  the  profits  of  a  merchan- 
dising establishment  are  realized  through  the  sale  of  goods  or 
services  for  more  than    cost,  a  statement  of  the  Selling  Price  of 
Goods  Sold,   the  Cost  Price  of  Goods  Sold,  Operating  Expenses, 
Other  Income  and  Other  Expenses,  for  any  period  will     show 
how  the  amount  of  profit  or  loss  shown  by  the  opening  and  clos- 
ing Balance  Sheets  of  the  Period  was  realized.    For  example,  in 
the  case  of  our  problem,  the  profit  of  $14,500.00  might  be  ax- 
plained  as  follows: 

Sales $90,000.00 

Deduct  Cost  of  Goods  Sold 54,000.00 

Gross  Profit  36,000.00 

Deduct  Operating  Expenses  22,000.00 

Net  Operating  Profit   14,000.00 

Add  Other  Income: 

Interest  Received   1 ,000.00 

Deduct   Other  Expense    15,000.00 

Interest  Paid  500.00 

Net  Income  $14,500.00 


General 


This  statement  of  the  causes  of  Profit  and  Loss  is  generally 
referred  to  as  a  Statement  of  Operations  or  Profit  and  Loss 
Statement.  The  following  is  a  typical  Music  Store  Statement 
of  Operations: 

Music  Store 

Statement  of  Operations,  July,  1922. 

Sales                                             Selling  Cost  of       Gross 

Price  Sales          Profit 

Pianos,  New  $4,975.00  $2,800.00    $2,175.00 

Machines,  New 1,350.00  810.00         540.00 

Records               592.35  355.41         236.94 

Used  Pianos  825.00  497.50         327.50 

Used  Machines 175.00  129.00           46.00 

Music  and  Small  Wares 204.66  143.26           61.40 

Repairs    28.28     28.28 

Xotals                                                  $8,150.29  $4,735.17    $3,415.12 

Gross  Profit  $3,415.12 

Deduct  Expenses 

Administrative  Salaries   $250.00 

Advertising 105.51 

Association  Dues 6.00 

Depreciation  of  Fixtures   24.75 

Doubtful  Accounts   96.20 

Express  and  Parcel  Post 24.48 

Fire  Insurance 22.50 

Freight    39.58 

Miscellaneous  19.35 

Office  Supplies 19-80 

Postage,  Telephone  and  Telegraph .  28.31 

Professional  Services 31.25 

Rent   100.00 

Salaries,  Sales,  Commissions 1,205.28 

Traveling  Expenses  389.38 

Trucking  Expense    161.88 

Taxes   18.28 

Total  Expenses  _^^'^*^"^^ 

Net  Operating  Profit  872.57 

Less  Interest  Paid  ^^-^^ 

Net  Income  of  Surplus  ....  $847.57 


II 
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A  Statement  of  Operations  of  the  above  type  would  enable 
a  merchant  to  put  his  finger  on  most  of  flic  principal  causes  of 
profit  and  loss  for  a  particular  period  and  to  adjust  his  future 
program  accordingly.  Such  a  detailed  explanation  of  profit  and 
loss  ought  to  be  particularly  useful  in  music  merchandising  \vhere 
Sales  bear  such  a  direct  relation  to  Sales  eifort.  Although  after 
a  time  a  certain  amount  of  business  will  come  automatically  to 
a  music  store  without  requiring  any  special  effort  from  those  in 
charge  of  the  store,  most  of  the  customers'  orders  must  be  sold 
and  not  simply  taken.  A  music  salesman's  worth  is  almost  im- 
mediately reflected  in  the  amount  of  business  he  turns  in.  In 
the  same  way  the  efficiency  of  an  advertising  campaign  s<.on 
comes  to  light  in  the  sales  that  it  does  or  does  not  produce. 
Requirements  of  an  Effirirnf  Sifslcm  of  Aceouutituf 

The  recommendations  in  this  treatise  are  based  on  the  as- 
sumption that  an  accounting  system  .should  fulfill  the  following 
requirements : 

1.    Accuracy.     A  constant  check  on  the  accuracy  of  all  ac- 
counting entries  should  be  provide<l.    For  example,  means  should 
be  provided  for  reconciling  regularly  charges  on  sales  slips  re- 
ceived and  approved  by  customers  with  the  charges  to  the  cus- 
tomers' accounts,  cash  receipts  with  cash  sales  and  credits  to  cus- 
tomers' accounts,  the  monthly  l)ank  statements  with  the  account- 
ing  record  of  bank  deposits  and  checks  drawn,  and  the  invoices 
and  statements  of  creditors  with  the  office  record  of  creditor's  ac- 
counts. In  this  way,  the  accimnting  records  of  outsiders  are  utili- 
zed to  check  the  accuracy  of  the  store's  own  accounting. 
Also,  wherever  possible,  the  accounting  work  of  a  store  ought  to 
be  so  organized  that  the  work  of  each   employee  is  checked  by 
the  work  of  other  employees.        For  rxample,  if  one  clerk  has 
charge  of  cash    collections,      another  clerk    ought  to  be  put  in 
charge  of  posting  charges  and  credits  to  the  customers' accounts. 
In  this  way,  collections  from  customers  will    be  checked    both   by 
the  employee  who  makes  the  collections  and  the  employee   who 
posts  the  collections  to  the  customers'  accounts. 

2.  FlexihiUty.  Not  only  do  conditions  var\'  a  great  deal  from 
store  to  store  in  the  field  of  nuisic  merchandising,  but  also  they 
frequently  vary  a  great  deal  from  year  to  year  in  the  case  of  any 
particular  store.  An  accounting  system  should  therefore  be  .so 
constructed  that  it  can  be  readily  adapted  to  these  changing  con- 
ditions. For  example,  if  a  new  line  of  merchandise  is  taken  on 
or  a  new  department  added,  it  ought  to  be  possible  to  add  the 
new  revenue  and  expense  accounts  without  any  serious  disarrange- 
ment of  the  accounting  methods  and  fonns  already  in  operation. 
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3.  Economy  of  Operation.  The  accounting  system  should 
provide  all  the  information  desired  at  the  least  possible  expense. 

Outline  of  Work 

In  this  treatise  an  effort  will  be  made  to  outline  an  efficient 
system  for  music  stores  and  to  this  end  the  steps  that  must  be 
taken  in  any  system  installation  will  be  taken  up  in  the  usual  order 
as  follows: 

First:  A  classification  of  Accounts  will  be  provided  that  will 
set  forth  the  classes  of  information  according  to  which  the  signi- 
ficant business  information  concerning  every  transaction  will  be 
classified.  This  involves  the  classificiition  of  assets,  liabilities, 
revenues  and  expense,  that  is  to  be  made  when  entries  are  made  in 
the  accounting  records. 

Second.  The  Account  in  (/  Forms  will  be  designed  that  will 
accomplish  the  mechanical  work  of  classifying  and  recording  the 
accounting  information  desired  concerning  the  transactions  of 
the  business,  in  accordance  with  the  Classification  of  Accounts. 

Third.  The  Methods  of  handling  the  various  classes  of  trans- 
actions carried  out  by  the  particular  business  involved  will  be 
outlined.  This  involves  the  work  of  classifying  and  recording 
the  necessary  accounting  information  in  regard  to  the  transac- 
tions of  the  business  and  of  keeping  the  accounting  records  con- 
trolled and  reconciled  so  that  their  accuracy  is  guaranteed. 

Fourth.  The  Statements  and  Reports  that  are  necessary  to 
the  proper  direction  and  control  of  the  business  by  the  manage- 
ment will  be  outlined  and  instructions  in  regard  to  their  prepara- 
tion provided. 

The  recommendations  set  forth  on  the  following  pages  are 
in  no  sense  intended  to  be  exhaustive.  It  is  believed,  however, 
that  the  Classification  of  Accounts,  Forms  and  M^ethods  recom- 
mended can  be  adapted  to  the  conditions  ijrevailing  in  any  music 
store  and  that  they  will  provide  a  great  deal  of  information 
that  will  be  useful  to  the  successful  management  of  any  music 
store.  Where  additional  information  is  required  it  is  believed 
that  the  Classification,  Forms  and  Methods  can  be  expanded  to 
meet  the  requirements. 
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CHAPTER      II 

Classification  of  Accounts 
1.   Assets 

10    Current  Assets. 

101  Cash  ill  Office. 

102  Cash  ill  Bank. 

103  Customers  Receivable. 

1031  Installments  Receivable. 

1032  Xoles  Receivable. 

1033  Other  Customers  Receivable. 
1(H  Inventories. 

1041  Xew  Pianos. 

1042  Used  Pianos. 

1043  Xew  Machines. 

1044  Used  ^[achines. 

1045  Records. 

1046  Small  Wares. 

1047  Sheet  Music. 
Fixed  Assets. 

111  Land. 

112  Buildings. 

113  Store  Equipment. 

114  Auto  Equipment. 

115  Office  F]quipment. 
Working  Assets  and  Pn-pa'ul  E.rpmsrs. 

121  Store  Supplies. 

122  Auto  Supplies. 

123  Office  Supplies. 

124  Prepaid  Expenses. 

1241  Advertising. 

1242  Fire  Insurance. 

1243  Liability  Insurance. 
2.    Linhilities. 

20     Current  Liahifitirs. 

201  Notes  Pavable. 

2011  To  Banks. 

2012  To  Others. 

202  Accounts  Payable. 

203  Accrued  Expenses. 

2031  Salaries  and  Wages. 

2032  Commissions. 

2033  Taxes. 
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204  Allowance  for  Loss  on  Bad  Debts, 

Repossessions,  etc. 

21 

Allonances  for  Depreciation. 

212  Buildings. 

213  Store  Equipment. 

214  Auto  Equipment. 

215  Office  Equipment. 

'>9 

Fixed  Liabilities. 

221  Mortgages  Payable. 

3.    Net  Worth. 

31 

Capital  Stock. 

32 

Surplus. 

4.   Saies. 

41 

New  Pianos. 

42 

Used  Pianos. 

43 

New  Machines. 

44 

Used  Machines. 

45 

Records. 

46 

Small  Wares. 

47 

Sheet  Music. 

48 

Tuning  and  Repairs. 

49 

Rentals 

5.    Cost 

of  Sales. 

51 

New  Pianos. 

52 

Used  Pianos. 

53 

New  Machines. 

54 

Used  Machines. 

55 

Records. 

56 

Small  Wares. 

57 

Sheet  Music. 

6.    Selh 

ng  and  General  Expense. 

61 

Administrative  Salaries. 

62 

Advertising. 

63 

Association  Dues. 

64 

Auto  Depreciation. 

65 

Auto  Gas  and  Oil. 

66 

Auto  Insurance. 

67 

Auto  Repairs. 

68 

Contributions. 

69 

Collection  Expense. 

610 

Delivery  Hire 

611 

Depreciation  of  Building. 

612 

Depreciation  of  Store  Equipment. 

613 

Depreciation  of  Office  Equipment. 

J,l 
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614    Fire  Insurance.  "  ~ 

m    Knd^j^^^^^^^  ^^"^  ^^-•^-'>^e  to  inventories). 

fij«    li^T^r  ^^''''^^*'  «"^^  Supplies. 
oi«    Life  Insurance 

623    Office  Supplies. 

626  Bent. 

627  Sales  Commissions. 

628  Sales  Salaries 

629  Taxes. 

^o?    J''»^«I^iig  Expenses. 

71  Interest  Received. 

72  Discounts  Taken. 

73  Miscellaneous. 
8.    0/^er  Expenses. 

81  Interest  Paid. 

82  Discounts  Given. 

83  Miscellaneous. 
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CHAPTER  III. 

ACCOUNTING  FORMS 

Index  of  Accounting  Forms 

1 .  Purchase  Order 

2.  Stock  Sheet 

3.  Sales  Slip,  Pianos  and  Machines 

4.  Sales  Slip,  other  than  Pianos  and  Machines 

5.  Daily  Blotter 

6.  Book  of  Original  Entry 

7.  Custonaer's  Monthly  Statement, — Installment  Accounts 

8.  Customer's  Monthly  Statement  other  than  Installment  Accounts 

9.  Customer's  Ledger, — Installment  Accounts 

1 0.  Customer's  Ledger, — other  than  Installment  Accounts 

1 1 .  Creditors  Ledger. 

12.  General  Ledger. 
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Form  3— Sales  Slip,  Pianos  and  Machines 
(Origrinal) 
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Sales  Record 


Name- 


Date. 


Address. 


Shipping  Instructions 


Terms  of  Sale 


Make 
Style. 
No.  _ 


First  Payment. 


Monthly  Payment. 


Weekly   Payment. 


Price. 


Taken  in  Exchange 


Gash  Received 


Make 
Style- 


Amount  of 
allowance. 


No.. 


Remarks 


.Salesman  I 
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Form  3— Sales  Slip,  Pianos  and  Machines 

(Duplicate) 
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Date. 


Address 


Shipping  Instructions 


Make 
Style_ 
No.  _ 


Price 


Taken  in  Exchange 


Make 


Style_ 


L 


Terms  of  Sale 


First   Payment. 


Monthly  Payment. 
Weekly  Payment, 


Cash  Received 


Amount  of 
allowance. 


No.. 


Remarks 


.Salesmai 
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Make. 
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Allowed 

Inventory  Value- 
Repairs  


Total  Cost 
Sold  to 


Style  and  Fin._ 
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Date- 
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Selling  Price 
Reduced   " 
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Date- 


Date  Sold- 
Remarks : 


192_ 


Salesman. 
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PURCHASE  ORDER 


No._ 


Date_ 


.19. 


PACE  FOE  HEADI 


To 


Please  Deliver  to  the  Above  Address  the  Following: 


1 1 


Form  1— Purchase  Order 
(Original) 


Please  acknowledge  this  order  by 
number  and  state  when  delivery 
will  be  made. 


By_ 
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PURCHASE  ORDER 
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Date, 
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°'  HEADI 
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Please  Deliver  to  the  Above  Address  the  Following: 


Form  1— Purchase  Order 
(Duplicate) 


Please  acknowledge  this  order  by 
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.will  be  made. 
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Occupation 

Business 

Reference 
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Address 


FORM  4     DKSIONEO  BY  ARCHIE  M.   PKISCH,  C.P  A. 
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style 
Number 
Selling  Price  J 
Exchange  J 
Down  % 
Balance  | 
Per  Month  f 
No.  of  Months 
Sales  Slip 
Salesman 


PRINCIPAL 


Mo.     v'  r>ate        Paid 
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Jan. 

Feb. 

Mar. 

Apr. 

May 

June 

July 

Aug. 

Sept. 

Oct. 

Nov. 

Dec. 

Total 


192 
Jan. 

Feb. 

Mar. 

Apr. 

May 

June 

July 
Aug. 

Sept. 

Oct. 

Nov. 

Dec. 

Total 


Forn 


Balance 


INTEREST  6% 


PRINCIPAL 


Due 


Date 


Paid 
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Mo.    V  Date        Paid 


Balance 
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Date 


MEMORANDA 
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Form  6  —Book  of  Original  Entry 
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CHAPTER  IV 

METHODS 

A.  Entcriuf]  Daily  Travsactions  in  Records  of  Original  Enfri/. 
Under  this  head  the  method  of  recording  the  principal  classes 
of  transactions  that  arise  in  the  case  of  a  Music  Store,  in  the 
records  of  original  entry  will  be  explained.  To  assist  the  explan- 
ations, illustrative  entries  have  been  made  on  sample  pages  of 
the  Book  of  Original  ICntry  at  the  end  of  this  section  (page 24) 
for  each  class  of  transactions  taken  up. 

For  identification  and  reference  purposes  each  transaction 
has  been  given  a  different  dating.  The  transactions  are  not  in- 
tended to  be  complete  for  any  particular  period  of  time. 

Although  all  figures  used  are  imaginary,  it  is  believed  that 
they  are  typical  of  Music  Store  transactions. 

Purchases 

Wherever  practical  and  convenient,  orders  for  merchandise, 
expense  supplies  and  services  and  new  equipment  should  be  re- 
duced to  writing.  For  this  purpose,  Form  No.  1  should  be  used. 
The  form  should  be  made  out  in  duplicate,  one  copy  to  go  to 
concern  with  whom  the  order  is  placed  and  one  copy  to  be  kept  on 
file  in  office.  Such  written  orders  avoid  misunderstandings  so 
frequent  in  the  case  of  oral  orders.  They  also  provide"  a  perman- 
ent office  record  of  goods,  supplies  and  services  on  order.  This 
record  is  very  convenient  when  new  commitments  are  being  con- 
templated, and  information  in  regard  to  commitments  already 
outstanding  is  desired. 

When  an  invoice  for  merchandise,  supplies,  services  or  equip- 
ment purchased  is  received,  the  amount  of  the  invoice  should  be 
entered  as  a  credit  to  the  supplying  concern  in  the  Payables  column 
and  as  a  debit  to  the  proper  Inventory  or  Expense  accounts  in 
the  Inventories  or  Expense  colunms.  See  entries  on  Sample  page 
1  of  Book  of  Original  Entry  for  following  transactions: 

May  1.  Three  new  i)ianos,  total  cost  $850,  purchased 
of  Piano  Company. 

May  2.  Four  new  machines  at  $60  each  purchased  of 
Talking  Machine  Company. 

May  3.  TY])owriter  costing  $90.00  purchased  of  Type- 
writer Company. 
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May  4.  Office  Supplies  to  the  amount  of  $29.75  pur- 
chased of  Office  Supply  Company. 

May  5.  Garage  invoice  received  for  following- 

Gas  and  Oil  '  ^^^  30 

Repairs  13.65 

$32  85 
Invoices  should  be  numbered  consecutively  as  they  are 
entered  in  the  Payables  column  and  should  be  filed  in  numerical 
order.  This  numerical  classification  of  invoices  makes  it  easy  to 
verify  the  charges  to  Inventory  and  Expense  Accounts  in  the 
Book  or  Original  Pantry  at  any  time  that  this  is  desired.  When 
the  invoices  are  posted  in  the  Creditors'  Ledger  (Form  11)  to 
the  credit  of  the  respective  creditors'  accounts,  the  number 
of  each  invoice  should  be  entered  opposite  the  amount  Then 
at  any  time  that  the  detail  of  any  credit  entry  to  a  creditor's 
account  is  desired  it  will  be  possible  to  go  directly  from  the 
creditors'  account  to  the  invoice.  The  amounts  extended  in  the 
Inventories  and  Expenses  columns  should  be  classified  by  number 
in  accordance  with  the  Classification  of  Accounts. 

Small  miscellaneous  purchases,  of  concerns  with  whom  a 
ledger  account  is  not  desired,  which  are  paid  for  immediately  in 
cash,  should  be  credited  to  Cash  in  Office  or  Cash  in  Bank  ac- 
cording to  the  source  of  payment,  and  debited  to  the  proper  In- 
ventory Accounts  or  Expense  Accounts  in  the  luventory  and  Ex- 
pense columns.  See  Sample  page  1  of  Book  of  Original  Entry 
for  entries  for  following  transactions : 

May  7.  Check  paid  customer  for  a  used  instrument,  $12.00 

May  8.  Postage  stamps  amounting  to  $10.00  purchased 
and  paid  for  from  cash  in  office. 

Wherever  an  invoice  is  received  only  a  brief  note  vdW  be 
necessary  in  the  "Memoranda"  space.  If  at  any  time,  detailed 
information  is  desired  in  regard  to  any  particular  purchase,  this 
can  \ie  obtained  by  referring  to  the  invoice.  In  any  case,  the 
detail  to  be  written  in  the  ** Memoranda"  column  will  depend  on 
the  nature  of  the  transaction. 

In  the  case  of  all  pianos  and  machines  taken  into  stock  (Pur- 
chases, Exchanges  and  Repossessi<nis),  a  Stock  Sheet  (Form  2) 
should  be  filled  out  in  detail  for  each  instrument. 
Sales 

It  is  very  important  that  a  sales  invoice  or  slip  be  made  out 
for  ever>'  sale  at  the  time  the  sale  is  made.    One  copy  should  be 
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given  to  the  customer  and  one  copy  should  be  kept  on  file  in  the 
office.  This  procedure  assists  in  avoiding  later  misunderstandings 
with  customers  at  the  same  time  that  it  provides  a  convenient 
memorandum  of  each  sale  for  bookkeeping  purposes.  To  this  end 
Form  No.  3  should  be  used  for  Piano  and  Machine  Sales  and 
Form  No.  4  for  other  sales.  Sales  slips  should  be  numbered  con- 
secutively and  should  be  all  accounted  for  at  the  end  of  the  day. 
Other  Uses  for  Form  No,  4 

Form  No.  4  should  also  be  used  to  record  the  necessary  ac- 
counting information  in  regard  to  : 

1.  Cash  Receipts  on  Customers  Accounts. 

2.  Credits  to  Customers  for  goods  returned. 

3.  Credits  to  Customers  for  allowances  on  goods  sold. 

It  might  appear  that  by  using  this  one  form  for  such  varying 
purposes  a  great  deal  of  confusion  would  result.  However,  the 
experience  of  merchants  who  are  using  the  system  outlined  in  this 
treatise  demonstrates  that  less  confusion  results  from  using  a 
single  form  for  all  these  purposes  than  would  result  from  using 
a  separate  form  for  each  of  the  purposes.  In  each  case,  of  course, 
the  nature  of  the  transaction  will  have  to  be  noted  clearly  on  the 

slip,  as 

"Received  on  Account  $10.00" 
"Credit  for  Records  Returned  $5.00" 
"Allowance  on  Merchandise  ^2.00" 

Use  of  Daily  Blotter 

The  Sales  Slips  should  be  recorded  in  numerical  order  on 
the  Daily  Blotter  (Form  5)  and  posted  to  the  proper  columns  in 
accordance  with  the  nature  of  each  transaction.  At  the  end  of 
the  day  the  Daily  Blotter  should  l)e  totaled  and  summarized  as 
follows : 

Sundry 

Credits  to  Customers  for  Goods  Returned 
Credits  to  Customers  for  allowances  on  goods  sold. 
Charge  Sales 

New  Pianos 

Used  Pianos 

New  Machines 

Used  Machines 

Records 

Small  Wares 

Sheet  Music 

Tuning  and  Repairs 

Rentals 
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Cash  Sales 

New  Pianos 


Used  Pianos 
New  Machines 
Used  Machines 

« 

Records 
Small  Wares 
Sheet  Music 
Tuning  and  Repairs 
Rentals 
Other  Income 

R(Tf'iv(d  on  Account 

Installments  Receivable. 
Other  Accounts  Receivable. 

As  an  alternative  to  the  above  the  totals  on  the  Dailv  Blotter 
mi-ht  he  earned  along  from  <lay  to  <lav  nn,l  the  (-ntries  nn-ht  bo 
summarized  and  entered  in  the  Book  of  Original  Entrv  once  a 
week  or  even  once  a  month. 
Determination  of  Cost  of  Sales 

After  the  Sales  for  the  day  have  been  classified  as  indicated 
above,  the  cost  of  each  class  of  sales  should  be  detennined  jis 
lollows: 

New  Pianos,  Tsw/  Pianos,  New  Machines  ami  Fsed  Machines. 
The  cost  of  each  iiiano  or  machine  sold  should  bo  dotormined  from 
the  Stock  Sheet  (Form  2)  of  the  particular  machine  or  piano  sold. 

Records,  Small  Wares  and  Sheet  Music.  The  cost  of  these 
classes  of  merchandise  shoidd  be  determined  as  a  percentage  of 
soiling  price  on  the  l)asi8  of  the  average  purchase  price  of  each 
class  of  merchandise.  In  this  cost  proper  allowance  should  bo 
made  tor  the  usual  loss  of  merchandise  due  to  breakage,  wear  and 
tear,  etc.  For  exami)lo,  in  the  case  of  the  store  wo  are  using  for 
our  illustrative  entries,  lot  us  assume  that  the  following  cost"per- 
centages  have  been  determined: 

Per  Cent  of  Selling  Price 
Records  65  per  cent 

Small  Wares  70  per  cent 

Sheet  Music  80  per  cent 

These  Cost  of  Sales  percentages  should  be  checked  up  regu- 
larly by  means  of  a  physical  inventory.  With  this  ijhysical  inven- 
tory the  following  mathematical  proof  should  ho  established  for 
each  class  of  merchandise : 


i 


Physical  Inventory  beginning  of  period    $1,568.92 

Add  Purchases  during  period    5,519.25 


Total $7,088.17 

Deduct  Cost  of  Sales  for  period  as  determined 

by  Percentage  Method   4,978.32 

Balance  on  hand  (which  should  agree  with  Phy- 
sical inventory  at  end  of  period)    2,109.85 

Since  a  difference  between  the  Balance  on  hand  as  determined 
above  and  the  actual  Physical  Inventory  may  be  due  to  loss  of 
merchandise  through  theft  or  careless  bookkeeping  as  well  as  to 
the  use  of  incorrect  cost  percentages,  any  material  difference 
ought  to  be  thoroughly  investigated. 
Posting  Blotter  to  Book  of  Original  Entry 

To  illustrate  the  posting  of  the  Daily  Blotter  to  the  Book  of 
Original  Entry,  let  us  assume  that  a  summary  of  the  Blotter  of 
the  Store  we  are  using  in  our  illustrative  entries,  for  May  10,  is 
as  follows: 


Sundry 


Selling  Price     Cost  Price 


Credits  to  Customers  for  Records 
Returned    

Credits  to  Customers  for  Allowances 
on  Goods  Sold   

Charge  Sales 

New   Pianos    

Used  Pianos  

New  Machines   

Used  Machines 

Records    

Small  Wares 

Sheet  Music 


Cash  Sales 

New  Pianos  . . . 
Used  Pianos  . . 
New  Machines 
Used  Machines 
Records    


$20.00 

$13.00 

5.25 

$25.25 

$13.00 

500.00 

250.00 

150.00 

125.00 

300.00 

200.00 

50.00 

50.00 

40.50 

26.33 

25.35 

17.75 

18.16 

14.53 

1,084.01 

$683.61 

400.00 

225.00 

75.00 

100.00 

100.00 

65.00 

25.00 

30.00 

10.75 

6.99 
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Sheet  Music  ^  gO  8.96 

Tuning  and  Repairs  15  25 

Rentals  12  00 

^t^^««^ .'.'*.''.'.'.".*.'.'.'.'.■  5.20 

»      .     ,         ^  $674.26  $449  85 

Received  on  Account  'p^if.oo 

Installments  Receivable 7^00 

Other  Accounts  Receivable ..."  35 45 

o         ,  .  $111.65 

above  ^  ^^  "°  ^"^^^"^  P**^^  1  "^^  ^""^  of  Original  Entry  for 

fr.  Q  T^^  selling  price  of  merchandise  returned  should  be  debited 
to  Sales  and  credited  to  Customers  Receivable.  The  cost  price 
of  merchandise  returned  should  be  charged  back  into  inventories 

^^  ZiL'fu^Sr^'  ?^  ^^^'-  ^^^  ^^"W  price  of  Charge  sLes 
should  be  debited  to  Customers  Receivabll  and  credited  tf  ^es 

/  '^ii  v^/^'^r/  ^^'^  ^^^"  ^^°"1^  be  dedited  to  Cash  in  Office 
and  credited  to  Sales.  The  cost  price  of  both  Charge  ^les  and 
Cash  Sales  should  be  debited  to  Cost  of  Sales  and  crfdiS  toTn- 

rr^^'^^'  S""  ^i?''°/  ^T  ^^stomers  should  be  charged  to  Cash 
m  Office  and  credited  to  Customers  Receivable. 

Cash  in  Office,  Receipts  and  Payments 

All  receipts  of  cash  should  be  entered  as  a  debit  to  Cash  in 
Office  and  as  a  credit  to  Sales,  Accounts  Receivable  or  Other 
Income  in  accordance  with  the  procedure  outlined  in  connection 

irde^^it^  1  -^  ^'^I'-T'i  ^.^^«  «h«"l^l  ^  done  even  when  the  Cash 
18  deposited  immediately  m  the  Bank.  All  payments  from  Cash 
111  Office  should  be  entered  as  a  credit  to  Cash  in  Office.    By  doin^ 

l"*K  L  ^'^-  '"  ^.®?  ^'^'"""''  ^^^'''^  "»to  «^^o"nt  the  balance 
at  the  be^nnmg  of  the  month,  will  always  show  the  amount  of 
cash  that  IS  on  hand  in  the  offi.ce.  At  the  same  time  a  definite 
routine  is  estabhshed  for  the  handling  of  all  receipts  and  pay- 

C  ash  m  Office  will  represent  deposits  in  the  bank  which  should 
be  also  entered  as  a  debit  to  the  bank  in  the  "Bank"  column 
|ee^entr>'  for  following  on  Sample  page  1  of  Book  of  Original 

May  11.    Deposit  in  Bank  $571.29. 

Other  payments  from  cash  in  Office  will  consist  of  the  fol- 
lowing : 
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(1)  Payment  of  invoices  of  creditors  with  whom  ledger  ac- 
counts are  being  kept.  See  entry  on  Sample  page  1  of  Book  of 
Original  Entry  for  following  transaction: 

May  12.     Cash  to  amount  of  $29.75  paid  Office  Supply 
Company. 

(2)  Cash  purchases  of  concerns  with  whom  ledger  accounts 
are  not  kept.    See  May  8  entry  on  Sample  page  1  of  Book  of 
Original  Entry. 

Daily  Balancing  of  Cash  in  Office 

The  Cash  in  Office  should  be  balanced  each  day  in  accordance 
with  the  following  illustration: 

Cash  Balance  l^eginning  of  Day $50.00 

Add:  Cash  received  on  account  during 

day  as  per  Daily  Blotter $298.32 

Cash  Sales  per  Daily  Blotter. . . .      129.86 

428.18 

Totals $478.18 

Deduct  Payments  out  of  Cash  in  Office 421.63 

Cash  Balance  end  of  Day $56.55 

Cash  in  Bank.    Deposits  and  Checks 

As  already  mentioned,  amounts  taken  from  Cash  in  Office  and 
deposited  in  the  bank  should  be  entered  in  the  Book  of  Original 
Entry  as  a  debit  to  Bank  and  as  a  credit  to  Cash  in  Office.  Where 
money  is  borrowed  of  the  Bank  and  is  deposited  in  the  Bank  for 
checking  purposes,  the  amount  credited  by  the  Bank  as  a  deposit 
should  be  entered  in  the  Bank  Deposit  column  and  the  principal 
of  the  note  given  the  Bank  should  be  entered  as  a  credit  to  Notes 
Payable  in  the  Sundry  column.  See  entry  on  Sample  page  2  of 
Book  of  Original  Entry  for  following  transaction : 

May  13.    Note  given  to  Bank  for  loan  of  $1,000  which  is 
deposited  in  Bank  for  checking  purposes. 

If  the  Bank  deducts  the  interest  to  be  paid,  in  advance,  from 
the  face  of  the  note  and  credits  the  Store  with  the  balance,  the 
amount  of  the  discount  should  be  debited  to  Interest  in  the  Sundry 
Debit  column.  See  entry  for  following  transaction  on  Sample 
page  2  of  Book  of  Original  Entry: 

May  14  Note  given  to  Bank  for  $500.  Note  is  discounted 
6%  and  balance  credited  to  store  as  deposit  for  checking  purposes. 
The  ordinary  payments  from  bank  will  consist  of  the  following: 


I 


( 


I 


( 

I 
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aro  l!?t  b!^*  P"«*"'sef  ot  concerns  with  whom  Idser  accounts 

K>,t..  ?;    ^'^  ''""■y  onSaniple  page  2  of  Book  „f  Oriijinal 

Kiitiy  tor  toUowing  transaction: 

for  ,^^if'     ^'i'*'''V°''  *^-^  '"'■™  '"  I'l»"'''i"g  Company 
I  or  services  rendered. 

(2  Payments  to  creditors  with  whom  ledger  accounts  are 
kep^  on  account  of  invoices.  See  entry  on  Sample  page  2  o  Book 
of  Original  Entry  for  following  transaction-  ^'^  ^  ^^  ^««^ 

May  16.    Check  for  $850.00  given  to  Piano  Company. 
Discounts  Taken 

the  ZlTJ  fir'-''  '"  ^^^'"  "P""  *^"  P«>'"^^"*  «f  ««  invoice, 
the  amount  ot  the  nnoice  paid  should  l)e  entered  to  the  debit  of 

the  creditor  m  the  Payables  Debit  column,  the  amount  of  cash 

credit  ot  Bank,  as  the  case  may  be,  and  the  amount  of  the  dis- 
count sho^d  be  entered  in  the  Discounts  Taken  columr  See 
Entry  on  Sample  page  2  of  Book  of  Original  Entrv  for  the  fot 
lowing  transaction :  '  mt  loi- 

May  17.    Check  for  $32.19  given  to  Garage  Companv  in 

Sunt        '"'^''''  "^  ^^''•'  ''  «"'"""*'"^'  '^^  ^•'^2.85  less  2% 

Discounts  Given 

When  a  discount  is  given  to  a  customer  the  amount  of  the 
discount  should  be  entered  in  the  Discounts  Given  column  and 
?^      'Jn'^fr.'^T'""'  R^-^^^oble  Credit  colnnm.     See  ent^  for 

f:rB\";:o^t;iy:.rs:r^ "- '""--"  - ««-'«-- 

Mepossessions 

^Yhen  a  piano  or  machine  is  repossessed  tlie  delnt  balance 
still  remaming  in  the  customer's  account  should  be  credited  to 

alue"  oV'th'  •"  ?'  ^'T''  «^^^^^'^^ble  column,  the  depreciated 
value  of  the  instrument  roi)o.s(ssed  should  be  debited  to  the 
proper  inventory  account  in  the  inventories  column  and  the  dif- 
terence  between  the  amount  credited  to  the  customer  and  the 
amount  debited  to  inventories  should  be  debited  to  Allowance  for 
loss  on  Repossessions  in  the  Sundry  column.  See  entrv  for  the 
tollowmg  transaction  on  Sami-le  pn-e  2  of  Book  of  Original  Entrv 
May  18.     Piano  estimated  to  be  worth  $100  in  term';  of 

purchase  price  is  repossessed.    Customer  still  owes  $175  on 

account. 
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Exchanges 

When  an  instrument  is  taken  in  exchange  for  another,  the 
instrument  should  be  charged  to  the  proper  inventory  account 
at  the  lower  of  the  following: 

(i)    Amount  allowed  for  instruments. 

(2)    Inventorv  value  of  instrument. 

See  entry  on  Sample  page  2  of  Book  of  Original  Entry  for 
following  transaction : 

May  19.    Piano  costing  $400  is  sold  to    Customer     for 

$825.    A  used  piano  estimated  to  lie  worth  $75  is  taken  in 

exchange,  for  which  an  allowance  of  $125  is  made. 
B    Mouthly  Adjusting  Entries 

Since  the  principal  purpose  of  accounting  is  to  show  the  net 
profit  or  net  loss  that  has  resulted  from  each  period's  operations, 
it  is  essential  that  the  revenue  and  expenses  of  each  period  be 
clearly  distingui.>^hed  from  the  revenues  and  expenses  of  the  period 
that  precedes  and  the  period  that  succeeds.     Each  period  must 
be  credited  with  its  proper  share  of  the  revenues  and  debited 
with    its  proper  share  of  the  expense  of  the  business.     For  ex- 
ample, certain  expenses,  as  Fire  Insurance,  Taxes  and  Liability 
Insurance  are  ordinarily  paid  only  once  a  year.    Provision  should 
therefore  be  made  to  charge  one-twelfth  of  the  total  annual  charge 
for  these  expenses  against  each  month's  operations.     Also  the 
equipment  of  a  store  as  Store  Fixtures,  Office  Equipment  and  Auto 
Equipment  will  some  day  have  to  be  replaced.     Therefore  the 
cost  of  such  equipment  should  be  charged  to  Expense  pro  rata 
month  by  month  during  the  life  of  the  equipment  by  means  of  a 
monthly  "depreciation  charge.    The  following  are  examples  of  the 
usual  monthly  charges  for  Insurance,    Taxes,  Depreciation  and 
Bad  Debts  that  should  be  ordinarily  made  in  the  case  of  a  Music 
Store  each  month  (See  entry  for  May  30,  Sample  page  2  of  Book 
of  Original  Entry) :  Debit    Credit 

1.  Fire  Insurance $10.00 

Fire  Insurance  Prepaid $10.00 

(One-twelfth  of  annual  charge  for  Fire  Insurance) 

Fire  Insurance   is   ordinarily  paid  in  advance.     Wlien  the 

1  remiums  are  paid  the  amount  paid  should  be  charged  to  Prepaid 

Fire  Insurance  in  the  Sundrv  column. 

Debit    Credit 

2.  Auto  Insurance   $5.60 

Auto  Insurance  Prepaid $5.60 

(One-twelfth  of  annual  charge  for  Auto  Insurance) 


1 


4 


^ 


^* 
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surarr"""''  "''"  ^'"'"  '""""^  "  ''''  ^^^"^•^  -  -^^h  Fire  In- 

3    Taxes  ^®^'*    ^'"^^^* 

''^'.T    $31.25 

AJlowance  for  Taxes ^.3^  .,- 

„  (One-twelfth  of  annual  charge  for  Taxes) 

Taxes  are  ordinarily  postpaid.     When  the  tax  bill  is  naid 

drrcir;'^"^'  ^  ^'^^^^  ^^  ^"^--^  ^'-  ^^^«-^«'"  t/:  r 

4.  Depreciation  of  Bnilding  .  ^^^    ^'"^^ 

Allowance   for   Depreciation   of " '      ^ 
Building   

5.  Depreciation  of  Store  Fixtures'.""        1500     ^'^ 

Allowance   for  Deprmation  of" 
Store  Fixtures .  -  ^ 

6.  Depreciation  of  Auto  Equipment .' .' .'        75  00 

Allowance  for  Depreciation  of 

Auto  Equipment  ^r  nn 

7.  Depreciation  of  Office  Equipment.'::       3100 

Allowance   for  Depreciation  of 
Office  Equipment  gj  ^ 

asset  and  its  estimaU  iffV    T     ?'       ™".''«\»"  "'<=  eost  of  the 

in.c„stin.|,5,0(^?'':^ht^eJ;Sro^rv:r  1"  """^ 
charge  for  depreciation  ^vill  bo  1  ""j  ,  f  *i-,<;'J>-  .^iJ*  """•"•' 
...onthly  charge  will  be  1/12  of  $66o,  t  m         "'  ""''  "'" 

a   Losses  on  Repossessions,  Bad  Debts,      "*''"    ^''*^' 

*'" '     4040  <;<; 

AUowance   for   Losses   on"  Be- 

«.ssii  Bad  D  Ms  eVlhr^M  .I"d  r^'''^'^'"^^  f™""  ^^P- 
of  the  Sales  for  th;  tnth  ofo  f  .he  ZiTof  7^7"  "'!  "T 
ceivable  ontstanding  at  the  enH  nf  f i.  "*"*./''  '^e  Accounts  Re- 
niate  of  possible  losses  frL  *i^i  *  """"••  ^'  '"'^'  'W^  esti- 
>.«t  the  dealers' prrrnal^nlr  !„::"•  ^'^  "  ^''''  "'"'  """'ing 
^•iU  help  hi.  to  ^.e  .h:'^?s:S.e'et  JXS;^^ 


^=1 



No. 

BANK 
Deposits                  Checks 

Discounts  | 
Taken 

PAYABLES                           I 
No.                Debit                      Credit         | 

INVENTORIES                    | 
No.                Debit                      Credit 

No. 

COST  OF  SALES 

Debit                   Credit          i 

No.                I 

EXPENSES                               1 
>ebit                    Credit                1 

— ^ — 

,,. 

- 

- ■    ■ 

- 

1 

, 

■ 

— 

. 

.. 

1 

— 

1 

— r 

I           1 

1 

?tr^TM 

^M 

i^^H^i 

Sample 


Left 


MEMORANDA 

Piano  Company 
Talking  Machine  Company 
Typewriter  Co.,  -  Typewriter 
Office  Supply  Company 
Garage  Company 


SUNDRY 
No.l  Debit  Credit 


1  1  ; 


Cash  paid  for  Used  Cornet 
Postage  Stamps 

Credits  to  Customers  for  returns 


9  0 


Credits  to  Customers  for  Allowances 
Charge  Sales 
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C       Proving  and  Analyzing  Book  of  Original  Entry 

The  totals  of  all  the  debit  columns  of  the  Book  of  Original 
Entry  should  at  all  times  equal  the  totals  of  all  the  credit  col- 
umns. This  proof  should  be  established  at  the  end  of  each  page. 
After  a  page  has  been  proved,  the  totals  of  the  page  just  pre- 
ceding should  be  brought  forward  and  added  on  at  the  bottom  of 
the  page,  just  as  has  been  done  in  the  case  of  the  sample  pages 
of  the  Book  of  Original  Entry.  The  accumulated  debit  and 
credit  totals  should  then  also  be  proved  as  to  the  equality  of  debits 
and  credits. 

The  following  is  a  typical  summary  of  the  accumulated  debit 
flud  credit  totals  of  the  last  page  of  the  Book  of  Original  Entry 

of  a  Music  Store: 

March  Transactions 

Debit        Credit 

Sales  $213.22  $6,956.83 

Accounts  Rec42ivable  5,428.31  6,173.82 

Discounts  Given 13.28 

Cash  in  Office 6,091.34  5,901.21 

Sundry                     519-26  2,537.05 

Bank  5,817.23  6,148.21 

Discounts  Taken  56.25 

Payables   5,831.26  1,182.13 

Inventories  3,409.26  4,073.21 

Cost  of  Sale  ; 4,073.21  64.12 

Expenses   1,698.26  1.80 

$33,094.63  $33,094.63 

After  the  accumulated  debit  and  credit  totals  of  the  last  page 

have  been  summarized  in  accordance  with  the  above  example,  the 

entries  in  the  Sales,  Accounts  Receivable,  Sundry,  Inventories, 

and  Expense  column  should  be  further  summarized  and  classified 

as  follows : 

Sales  Debit        Credit 

41  New  Pianos $1,528.00 

42  Used  Pianos 693.00 

43  New  Machines  2,333.01 

44  Used  Machines 185.00 

45  Records    $192.50       1,036.25 

46  Small  Wares 19.50         372.56 

47  Sheet  Music 1.22         218.25 

48  Tuning  and  Repair 478.26 

49  Rentals    112.50 

Totals $213.22    $6,956.83 
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Accounts  Rvci'irahU'  Debit  Credit 

1031  Installiiu'iits  Koceivahle $3,525.00  $4,175.00 

1033  Other  Accounts  Keceivable 1,903.31  1  998.82 

Totals  ^'•*-?:?l  $6,173.82 

81  Interest  Paid ^i^-^  26 

2011  Notes  Payable  \\\  '     ""  $1,910.00 

/ 1  Interest  Received 57  ^5 

115  Office  Efiuipment 4()().(K) 

1242  Fire  Insurance  Prepaid I6.OO  12.00 

1243  Auto  Insurance  Prepaid g  go 

2033  Allowance  for  Taxes 29  80 

212  Allowance  for  De}).  of  Building. . .  50  00 

213  Allowance  tor  Dei).,  Store  Equip..  1500 

214  Allowance  for  Dop.,  Auto   Equip..  75*00 

215  Allowance  for  Dep.,  Office  Equip..  3i'oo 
204  Allowance  for  Bad  Debts 35o!oO 

'^*'*«^»  ^^^^  $2,537.05 

hn^-utor-us  Debit  "CrediT 

i\m.    ;V^^  ^^"^' ^^^-^  ^764.20 

1  u^  \       ^^''T""  125.00  518.00 

!  m  i'r*'''',  \^f  ^"^^^  '^>50.00  1,516.45 

044  Used  Machines 50.00  17O.OO 

Jmfi^'Tw ^^^-0  673.56 

1(J46  Small  ^^  ares 1 7«  9 1  oia  00 

IW/   Sheet  Music   315  g^  J52.78 

'^'^^"^^  1;3,409J6  $4,073.21 

CostofSaies  DebiT  "ci^ediT 

-i  ^^^^"'*^ $764.20 

'-I  ^."^'*'  P»'"r  518.00 

od  Aew  Machines 1  515  45 

54  Used  Machines 170  00 

55  Records    RT^r^a  ro^n 

^7  ^^     }  Ir"'-'' 278.22  9.25 

'"  S'^^'^'t   Music   152.78  1.37 

^^^^^^  $4^73.21  $6412 

Expenses  r^  1  m  7,     ^~ 

Debit  Credit 

61  Administrative  Salaries j};250  00 

62  Advertising "65*^0 
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63  Association  Dues   4.00 

64  Auto  Depreciation  75.00 

65  Auto  Gas  and  Oil 68.29 

66  Auto  Insurance  6.60 

67  Auto  Repairs   35.29 

68  Contributions    5.00 

69  Collection  i]xi)ense  32.17 

610  Delivery  Hire 29.85 

611  Depreciation  of  Building 50.00 

612  Depreciation  of  Store  Equipment.  15.00 

613  Depreciation  of  Office  Equipment.  31.00 

614  Fire  Insurance 12.00 

615  Freight  and  Express   29.31 

616  Heat  and  Light  27.28 

617  Janitor  Service  and  Supplies 22.36 

618  Life  Insurance   4.80 

619  Loss  from  Repossessions,  Bad  Ac- 

counts, etc 350.00 

620  Miscellaneous  General  Expense. .  16.25 

621  Miscellaneous  Selling  P]xpense...  11.28 

622  Office  Salaries   100.00 

623  Office  Supplies 35.28 

624  Postage,  Telephone  and  Telegraph  36.85 

625  Professional  Services 15.00 

626  Rent  10.00 

627  Sales  Commissions   52.28 

628  Sales  Salaries   200.00 

629  Taxes  29.80 

630  Traveling  Expenses   28.61 

631  Tuning,  Repairs — Exix>nse   49.76 

Totals  $1,698.26 


$1.80 


$1.80 


28 


Accounting  for  Retail  Music  Stores 


D.  Posting  to  Ledger. 

Posting  to  Customers'  Ledfjer. 

Amounts  entered  to  the  debit  and  credit  of  installment  ac- 
counts on  the  Daily  Blotter  and  in  the  Book  of  Ori^nal  ?]ntn' 
should  be  posted  daily  to  the  Installment  Ledger  (Form  9  )  As 
indicated  by  the  headings  of  this  form,  one  sheet  is  to  be  devoted 

41ln^'.V"  !r°o\'^^''  ^^^'"  ^**^  '«'«  '«  completed  and  the  Sales 
Sip  (Form  No   3)  is  turned  into  the  office,  all  the  information 

Fnirf  o'''t!!  K  \^'  ^""/^'"^  ''Memoranda"  should  In.  filled  in  on 
LZJ'  ..I  1  ,f '^  :^"^  ""''  ^*^^  transaction  should  be  extended 
into  the  Balance"  column  under  "PVincipal."  ^\Tien  monev  in 
received  «n  account  of  instalhnents  due,  the  amount  paid  antfthe 
date  should  be  entered  in  the  "Amt."  and  -Date"  columns    re- 

ments  that  have  been  paid  should  be  checked.     I„  this  wav  the 

mif'th?n'''"/^T  fi'  "  ^^""'^  '^'  """'^^'^  «f  installments 
m  d'nn^  T^^\  installments  due  and  in  arrears,  the  amounts 
paid  and  the  balance  due  in  the  case  of  any  sale.     Under  "In- 

Imnnnf  f ^f/^"^  ./"'"""^  «"  ^he  proper  month's  line.  Then  the 
amount  that  is  paid  on  account  of  interest  and  the  date  that  it  is 

s'^tivS  '"''''''  '"  '"'  ''^'"'•"  '"^  ''^"''"  columns  r" 

Ori/nTrFnfrJ';*':?^  Tv!^'  P"'^*^'  ^'"*^^^  «"^^  '"  ^^e  Book  of 
Original  Entry  t^  the  debit  and  credit  of  Customers'  accounts  on 

other  than  ins  a  Iment  sales  should  be  posted  daily  to  Forni  10 
Both  sides  of  this  form  are  identical.  One  sheet  should  be  used 
for  each  customer's  account. 

Posting  to  Creditors'  Ledger 

Entries  to  the  debit  and  credit  of  creditors'  accounts  in  the 

Posting  to  General  ledger 

After  the  Book  of  Original  Entry  has  been  summarize,)  the 
vamus  columns  should  be  post«l  to  the  General  Ledger  as  fol! 

Sales.  The  total  debit  and  credit  each  class  of  sale  „  no.  tho 
summary  of  the  Sales  debits  and  credits  shouTdl  '7ed  to  tL 
debit  and  credit  respectively  of  the  proper  Sales  Account 

^ao«n<s  Receivable.    The  total  debit  and  credit  of  install 
ments  Eece.vable.  as  per  the  Summary,  should  be  post,^  to  tt" 
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debit  and  credit  respectively  of  the  account  with  Installments  Re- 
ceivable. The  total  debit  and  credit  of  Other  Accounts  Receivable, 
as  per  the  Summary,  should  be  posted  to  the  debit  and  credit, 
respectively,  of  the  account  with  Other  Accounts  Receivable. 

Discounts  Given.  The  total  of  this  column  should  be  posted 
to  the  debit  of  the  account  with  Discounts  Given. 

Cash  in  Offiee.  The  total  of  the  Received  column  should  be 
posted  to  the  debit  of  the  account  with  Cash  in  Office  and  the  total 
of  the  Paid  column  should  be  posted  to  the  credit  of  the  account 
with  Cash  in  Office. 

Sundrif  .  The  total  debit  and  credit  of  each  account  appearing 
in  the  Sundry  should  be  posted  to  the  debit  and  credit  of  the 
account  in  the  General  Ledger. 

Bank.  The  total  of  the  Deposits  column  should  be  posted  to 
the  debit  of  the  account  with  Cash  in  Bank  and  the  total  of  the 
Checks  column  should  be  posted  to  the  credit  of  the  account  with 
Cash  in  Bank. 

Discounts  Taken.  The  total  of  this  column  should  be  posted 
to  the  credit  of  the  account  with  Discounts  Taken, 

Payables.  The  total  debit  should  be  posted  to  the  debit  of 
the  account  with  Accounts  Payable  and  the  total  credit  should  be 
posted  to  the  credit  of  the  account  with  Accounts  Payable. 

Inventories.  The  total  debit  and  credit  of  each  Inventory  ac- 
count, as  per  the  Summary  should  be  posted  to  the  debit  and  credit, 
respectively,  of  the  proper  Inventories  account  in  the  General 
Ledger. 

Cost  of  Sales.  The  total  debit  and  credit  of  each  Cost  of  Sales 
Account,  as  per  the  Summary,  should  be  posted  to  the  debit  and 
credit  of  the  proper  Cost  of  Sales  Account  in  the  General  Ledger. 

Expenses.  The  total  debit  and  credit  of  each  Expense  Ac- 
count, as  per  the  Summary,  should  be  posted  to  the  debit  and 
credit,  respectively  of  the  proper  Expense  Account  in  the  General 
Ledger. 
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CHAPTER  V 

Trial  Balance 

After  the  Book  of  Original  Entry  1ms  boon  iH»stocl  to  the  Gen- 
eral Ledger,  all  the  accounts  in  the  General  Ledger  should  be 
listed  with  their  debit  and  credit  balances  extended  opposite  The 
total  debits  shoukl  equal  the  total  credits.  This  list  of  account 
balances  is  kiunvii  as  a  Trial  Balance.  The  following  is  a  typical 
trial  balance  of  Music  Store  accounts  tliat  have  been  kept  iii  ac- 
cordance with  the  system  herein  outlined  for  the  period,  Jan uarv 
1,  1923  to  March  1,  1923. 

Trial  Balance  of  Music  Store,  March  31, 1923 

t^    .    .     ^«.  Debit        Credit 

CashmOffice ^o.OO 

Cash  in  Bank 2  368  75 

Installments  Keceivable 19213  62 

Notes  Receivable  . ." I'SoO  00 

Other  Customers  Receivable  .  4'**>9i  q\ 
Inventories 

New  Pianos 10,150.00 

t  sed  Pianos  j  329  59 

New  Machines 13*535  59 

Used  Machines 740  3 ) 

^^^«,;^!,«  *.'.'.'.'.'.'.'.'.■;;       3,128.60 

omall  vV  ares 2  358  ''e  ' 

Sheet  Music 918  21 

J:^"^. 1,400.00 

^f^^*^^°^«. 15,000.00 

Store  Equipment j  gOO.OO 

Auto  Equipment   ggoo.OO 

Office  Equipment  1  451  75 

Store  Supplies 110  21 

Auto  Supplies 35  26 

Office  Supplies ]    [  ]  215  '^S 

Prepaid  Fire  Insurance ^^5  60 

Prepaid  Auto  Insurance oq  ok 

Notes  Payable-Bank \\\\\\ "'''''''    d-qonom 

Notes  Payabl^Other  "••  ^'Z'o^ 

Accounts  Payable "    •  \^T:^, 

Salaries  and  Wages  Accrued ' "  2n  Oft 

Commissions  Accrued  ....  qo  k^ 

^«««^-"-i ■.■.■.•;:.•.■:;.•:;:  3?^;^ 
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Allowance  for  Bad  Debts 

Mortgage  Payable 

Allowance  for  Depreciation 

Building  '. . . 

Store  Equipment  

Auto  Equipment 7 

Office  Equipment  

Capital  Stock  

Surplus   

Sales 

New  Pianos 

Used  Pianos   

New  Machines 

Used  Machines 

Records  

Small  Wares 

Sheet  Music  

Tuning  Repairs  

Rentals   

Cost  of  Sales 

New  Pianos 3,134.54 

Used  Pianos  1,825.00 

New  Machines  6,256.81 

Used  Machines 505.00 

Records  3,441,00 

Small  Wares 797.45 

Sheet  Music 1,086.58 

Expenses 

Administrative  Salaries  750.00 

Advertising 613.28 

Association  Dues 12.00 

Auto  Depreciation 225.00 

Auto  Gas  and  Oil 371.29 

Auto  Insurance   16.80 

Auto  Repairs  96.27 

Contributions   12.95 

Collection  Expense 49.35 

Delivery  Hire 41.19 

Depreciation  of  Building 150.00 

Depreciation  of  Store  Equipment 45.00 

Depreciation  of  Office  Equipment 93.00 

Fire  Insurance 36.00 

Freight  and  Express 58.23 
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515.25 
5,000.00 

150.00 

45.00 

225.00 

93.00 

40,000.00 

15,285.61 

6,035.00 

1,962.00 

9,626.86 

513.50 

5,293.85 

1,139.21 

1,358.23 

956.29 

456.50 
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Heat  and  Light  81  32 

Janitor  Services  and  Supplies 61.46 

Life  Insurance  j^'^q 

Loss  from  Bad  Debts 919.25 

Miscellaneous  Selling  Expenses   ..  29!27 

Miscellaneous  General  Expenses 65.28 

OflSce  Salaries 300  00 

Office  Supplies  63  39 

Postage,  Telephone  and  Telegraph....  135.26 

Professional  Services 175  qo 

Rent 3o;oo 

bales  Commissions  3Q9  2q 

Sales  Salaries  '.'.'.'.'/,'.'.'.['.  eooioo 

Taxes   gg^Q 

Traveling  Expenses  726.38 

Tuning  and  Repairs  Expense 340  78 

Discounts  Given "  340  78 

Interest  Paid 110 56 

Discounts  Taken  *             otiaoa 

Interest  Received f?o  f ? 

513.51 

'^'"^^^ $105,884.23  $105,884.23 


From  the  Asset  and  Liability    Accounts  in  the   above  Trial 
Balance  the  following  Balance  Sheet  can  be  prepared  : 

Balance  Sheet,  March  31,  1923 
Curreiit  Assets 

Cash  in  Office $50.00 

Cash  in  Bank 2,368.75 

Customers  Receivable 

Installments  Rec $19,213.62 

Notes  Receivable 1,200.00 

Other  Customers  Rec.  . . .       4,225.35 

24,638.97 
*    Less  Allowance  for  Bad 

Debts  515.25 

24,123.72 

Inventories 

New  Pianos 10,150.00 

Used  Pianos  1,329.50 

•     New  Machines 13,535.59 

Used  Machines ,  740.35 

Records  3,128.60 

Small  Wares 1,358.26 

Sheet  Music 918.21 

31,160.51 

Total  Current  Assets 57,702.98 

Fixed  Assets 

Land ; 1,400.00 

Buildings  15,000.00 

Less  Allowance  for  Dep. . .  150.00 

14,»)0.00 

Store  Equipment  1,800.00 

Less  Allowance  for  Dep. . .  45.00 

1,755.00 

Auto  Equipment 3,600.00 

Less  Allowance  for  Dep. . .         225.00 

3,375.00 

Office  Equipment  1,451.75 

Less  Allowance  for  Dep. . .  93.00 

~  1,358.75 

Total  Fixed  Assets  . .' 22,738.75 


^ Accounting  for  Retail  Music  Stores 

Working  Assets  and  Prepaid  Expenses 

Store  Supplies jlO  21 

Auto  Supplies  35'2g 

OflSce  Supplies  [         215  28 

Prepaid  Fire  Insurance "^35 60 

Prepaid  Auto  Insurance ' 29  35 

Total  Working  Assets  ' 425  70 

Total  Assets dron  qct  t^ 

r-  ,.,./ *oU,8b7.43 

Jbiabuities 
Current  Liabilities 

Notes  Payable-Bank  $9,000.00 

^  otes  Payable-Other   5  qqo.OO 

Accounts  Payable 1  829  3'> 

Salaries  and  Wages  Accrued 213  28 

Commissions  Accrued  * .  [  39  55 

Taxes  Accrued  ]'         375 00 

Total  Current  Liabilities ~~<ki(i  a:^7  i« 

Mortgage  Payable [[y  ^  t'^H 

Total  Liabilities *  ~.^^^ 

Capital  Stock ?i'^iS 

Surplus  40,000.00 

Balance  January  1,  1923 $15,285.61 

Net  Income  1-1-23  to  3-31-23 4,124.66 

Total....  "^  l?^Jia27 
$80,867.43 
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The  following  Statement  of  Operations  can  next  1)e  prepared 
from  the  Operating  Accounts  in  the  Trial  Balance : 


Statement  of  Operations  for  Period  1-1-23  to  3-31-23 

Selling  Cost           Gross 

Sales                                                     Price  Price          Profit 

New  Pianos $6,035.00  $3,134.54    $2,900.46 

Used  Pianos 1,962.00  1,825.00         137.00 

New  Machines  9,626.86  6,256.81      3,370.05 

Used  Machines 513.50  505.00            8.50 

Records 5,293.85  3,441.00      1,852.85 

Small  Wares  1,139.21  797.45         341.76 

Sheet  Music 1,358.23  1,086.58         271.65 

Tuning  and  Repairs 956.29  956.29 

Rentals    456.50  456.50 

Totals  27,341.44  17,046.38    10,295.06 

Gross  Profit 10,295.06 

Deduct  Expenses 

Administrative  Salaries   750.00 

Advertising 613.28 

Association  Dues 12.00 

Auto  Depreciation   225.00 

Auto  Gas  and  Oil 371.29 

Auto  Insurance  16.80 

Auto  Repairs 96.27 

Contributions   12.95 

Collection  Expense  49.35 

Delivery  Hire 41.19 

Depreciation  of  Building 150.00 

Depreciation  of  Store  Equipment 45.00 

Depreciation  of  Oflfice  Equipment 93.00 

Fire  Insurance 36.00 

Freight  and  Express    58.23 
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Heat  and  Light gj  gg 

Janitor  Service  and  Supplies  .........  61  46 

Life  Insurance *  14  40 

Loss  from  Bad  Debts 919  25 

Miscellaneous  Selling  Expenses ...  29 27 

Miscellaneous  General  Expense      65  28 

Office  Salaries  ;;•;  ^^^'^ 

Umce  Supplies 63  39 

Postage,  Telephone,  Telegraph  ...... .  135.26 

Professional  Services [[  175  00 

^f}   A"".'. 30.00 

oales  Conmiissions  3qq  og 

Sales  Salaries annm^ 

Taxes                                 ^^^J.w 

^**-^*^s 69  40 

Traveling  Expenses  726  38 

Tuning  and  Repairs  Expense 340.78 

«    r.  ~                  6,490.83 

Net  Operating  Income        "TftftZri 

Deduct:   Discounts  Given  ".*.*.'.  34073       * 

Interest  Paid 110.56 

~  451.34 

Add:      Discounts  Taken 258 26      ' 

Interest  Received 513.51 

771  77 

Net  Income  to  Surplus       STT^^tV 

'p^j  124.66 
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The  following  Statement  of  Operations  for  the  month  of 
March  can  next  be  prepared  from  the  Analysis  of  the  Sales,  Dis- 
counts Taken,  Cost  of  Sales,  and  Expense  columns  above 
Statement  of  Operations  for  March,  1922 

Selling  Cost           Gross 

Sales                                                      Price  Price          Profit 

New  Pianos $1,528.00  $764.20       $763.80 

Used  Pianos  693.00  518.00         175.00 

New  Machines  2,333.01  1,516.45         816.56 

Used  Machines 185.00  170.00           15.00 

Records  843.75  620.06         223.69 

Small  Wares 353.06  268.97          84.09 

Sheet  Music  217.03  151.41          65.62 

Tuning  and  Repairs 478.26  478.26 

Rentals   112.50  112.50 

Totals  6,743.61  4,009.09      2,734.52 

Gross  Profit  $2,734.52 

Deduct  Expenses 

Administrative  Salaries  $250.00  "- 

Advertising 65.20  ^ 

Association  Dues 4.00 

Auto  Depreciation 75.00  — 

Auto  Gas  and  Oil 68.29 

Auto  Insurance  6.60  ^ 

Auto  Repairs  35.29 

Contributions   5.00--- 

Collection  Expense  32.17^ 

Delivery  Hire 29.85  _ 

Depreciation  of  Building 50.00  ~ 

Depreciation  of  Store  Equipment 15.00  - 

Depreciation  of  Office  Equipment 31.00  - 

Fire  Insurance 12.00  - 

Freight  and  Express 29.31 

Heat  and  Light 27.28- 

Janitor  Service  and  Supplies  22.36 

Life  Insurance  4.80  - 

.    Loss  from  Repossessions,  etc 350.00^ 

Miscellaneous  General  Expense 16.25  -- 

Miscellaneous  Selling  Expense 11.28 

Office  Salaries 100.00-- 

Office  Supplies 35.28^""^ 

Postage,  Telephone  and  Telegraph 35.-05  ^ 

Professional  Services 15.00  - 
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^ent  10.00 

Sales  Commissions   q?  ?« 

Sales  Salaries ;;:;;;;::::;:  205:55 

Taxes    29  80 

Travelling  Expenses 28  61 

Tuning  and  Repairs 49  76 

Net  Operating  Profit 

Deduct:    Interest  Paid ^jqS 26 

Discounts  Given 13  28 

Add:       Interest  Received 57  55 

Discounts  Taken 55*25 

Net  Income       


16%.46 
1038.06 


116.54 
921.52 


113^ 
$1035.42 
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CHAPTER  VI 

Alternative  Methods  of  Reporting  Profit  on  Installment  Sales 

Merchants  selling  goods  on  the  installment  plan  are  offered 
the  following  alternative  methods  of  reporting  their  profits  for 
Federal  Income  Tax  Purposes: 

1.  The  gross  profit  on  installment  sales  may  be  reported  as 
taxable  income  on  the  basis  that  the  gross  profit  was  realized 
when  the  sales  were  made.  In  accordance  with  this  method,  if 
a  piano  costing  $600.00  were  sold  for  $1,200.00  during  1922,  the 
entire  gross  profit  of  $600,  regardless  of  how  much  of  the  sale 
price  had  been  collected  in  Cash,  would  l>e  reported  as  taxable 
income  for  the  year  1922.  This  is,  of  course,  the  usual  account- 
ing method  of  determining  the  income  realized  from  any  year's 
operations.  From  the  ordinary  business  point  of  view  it  is  the 
proper  method  because  when  adequate  provision  has  been  made 
for  possible  losses  from  uncollectible  accounts,  this  method  best 
distinguishes  the  results  of  any  operating  period  from  the  results 
of  the  periods  that  precede  and  succeed  it.  However,  from  the 
standpoint  of  the  Income  Tax,  this  method  is  subject  to  the  serious 
disadvantage  that  the  gross  profit  made  on  the  installment  sales 
of  a  particular  year  may  not  be  collected  in  cash  for  a  long  period 
of  time,  whereas  the  income  tax  for  the  year  must  be  paid  im- 
mediately in  cash. 

2.  The  gross  profit  on  iiistallnient  sales  may  be  reported  as 
taxable  income  to  the  extent  to  which  the  gross  profit  has  been 
collected  in  cash.  To  illustrate,  let  us  assume  in  the  case  of  the 
example  above,  that  $500.00  had  been  collected  in  cash  on  the  sale 
during  the  year  1922.    On  this  basis,  500  of  the  Accounts  Receiv- 

1200 
able,  and  therefore  500  of  the  Gross  Profit  of  $600,  or  $250,  should 

1200 
be  reported  as  taxable  income  for  the  year  1922.  This  method 
enables  the  dealer  to  postpone  the  payment  of  the  income  tax  on 
installment  profits  until  the  profits  have  been  collected  in  cash, 
and  for  this  good  financial  reason,  is  the  better  of  the  two  methods. 
This  method  is  generally  referred  to  as  the  "Deferred  Profits" 
method. 
Accounting  Procedure  on  Deferred  Profits  Basis 

Theoretically,  the  profit  collected  and  the  profit  deferred 
should  be  accounted  for  separately  on  each  individual  sale  where 
the  Deferred  Profits  method  is  used.    Practically,  however,  very 
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few  merchants  have  the  accounting  facilities  to  do  this  with  any 
de^-ree  ot  accuracy.    As  a  result,  the  Treasury  Depar  ment  pe" 
mts  merchants  to  rerK>rt  the  gross  profit  collected  on  anv  year's 
?     oiftl^  bns'o^^^^^^  "'  merchandise  as  Pianos,  Machines, 

tho'vplr        T         l  ''''''•''^''  ^'''''  l^""«t   ^'''  tlie  total  '''ales  of 

iamolZ   ''F  ^his  connection  the  followinc,  quotation  from  the 

Mm'   •    t  r    ^"'T'  ^"^'  ^^"^"^"-^  ""  Installment  Sales" 
of  the  Music  Industries,  Chamber  of  C^ommerce,  is  of  interest: 

"The  gross  profit  on  the  collections  from  installment  sales 

during  any  year  is  that  portion  which  the  total  expede     piofit 

Ws  to  the  total  sales  price.     The  expected  profit'on  jiv  sal 

s  the    iffcrence  between  the  cost  or  latest  inventorj-  value  at  the 

ot  show  the  cos    and  selling  price  of  each  article  sold,  which 

ey  seldom  do,  then  the  average  gross  profit  for  total  sals  of 

Ul  classes  can  be  used.    (Office  Decision  25,  Article  42  of  Re^la 

tions  62  and  Office  Decision  1107.)     When  the  taxpave    Ses" 

Zd  in'r  ""  /'"!k  "^'  ^'"^  '"^*"'^^'  phonographs,  pi  nos  and 

fromfhfT'''  ''r''^''f  to  installment  sales  should  be  deducted 
mT    ^    -^^  ''"*"'^  ^^'^  ^^^  >'^^^  •"  ^^'l^i^-h  thev  were  incurred 
(Office  Decision  844),  even  when  incident  to  collections  mar^ur 
^g  the  year  on  sales  of  previous  years  (Income  Tax  Unit  Decision 
1--7),  or  when  the  expenses  were  incurred  definitelv  for  the  pur- 
pr>se  of  realizing  the  profit  in  future  years.     (Committee  on  Ap- 
peals   and    Review    Recommendation    1216.)      Similarly     losses 
should  be  deducted  at  the  time  determined." 

The  first  step  in  the  use  of  the  Deferred  Profits  Method  is 
o  determine  the  rate  of  gross  profit  on  each  year's  sales  accord- 
mg  to  principal  c  asses  of  merchandise,  as  Pianos,  Machines 
Records  and  Sma     Wares  and  Sheet  Music.    Then    he  amount 
of  gross  profit  collected  during  any  given  year  mav  be  deter 
mined  m  either  of  the  following  ways: 

1.    Classify  all  collections  on  installment  accounts  as  received 
during  the  year,  according  to  the  year  in  which  the  installment 

ofToiwfinr'  t'  "''  l^''  ^""^'-    ^^^"  "^""^P^>'  the  amount 

of  collections  on  each  year's  accounts  by  the  rate  of  Gross  Profit 

^  that  particular  year  and  the  result  is  the  amount  of  gross 
proht  collected  during  the  current  year  to  be  reported  as  income 
tor  Income  tax  purposes. 
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2.  Classify  the  Installment  Accounts  due  at  the  end  of  the 
year  according  to  the  year  in  which  each  account  was  brought  on 
the  books.  Then  multiply  the  total  installments  receivable  of 
each  year  by  the  rate  of  gross  profit  of  that  year  and  the  resulting 
amomit  is  the  amount  of  gross  profit  on  that  year's  business  that 
is  still  uncollected.  AVhere  this  procedure  is  followed  at  the  end 
of  each  year,  the  profit  collected  for  any  given  year  would  be  the 
sum  of  the  Net  Profit  for  the  year  as  determined  by  the  customary 
method  of  double  entry  accounting  outlined  in  the  system  above 
and  the  Profit  Uncollected  at  the  l)eginning  of  the  year  less  the 
Profit  Uncollected  at  the  end  of  the  year. 

To  illustrate  for  a  given  Music  Store,  let  us  assume  the  fol- 
lowing facts  relative  to  Piano  Installment  sales  and  collections: 

1920  1921  1922 

Atnimiit        Tertt'iit       Aiunuiit       Percuit        Aiiiouut      PiTfeiit 

Sales $100,000     100  7     $120,000  100%     $150,000     100% 

Cost  of  Sales.     55,000      55%         60,000  50%         90,000      60% 

Gross  Profit  .     45,(X)0      45%        60,000  50%        60,000      40% 

On  January  ],  1922,  the  following  accounts  are  still  un- 
collected : 

Accounts  representing  sales  made  in  1920 $40,000 

Accounts  representing  sales  made  in  1921 80,000 

Total $120,0(X> 

During  the  year  1922,  collections  have  been  made  on  the  vari- 
ous vears'  accounts  as  follows: 

Accounts  representing  sales  made  in  1920 $30,000 

Accounts  representing  sales  made  in  1921 40,000 

Accounts  representing  sales  made  in  1922 50,000 

Total $120,000 

On  December  31,  1922,  the  following  accounts  are  still  un- 
collected : 

Accounts  representing  sales  made  in  1920 $10,000 

Accounts  representing  sales  made  in  1921 40,000 

Accounts  representing  sales  made  in  1922....  100,000 

Total  $150,000 

The  following  is  a  Statement  of  Operations  for  the  year  1922 

as  determined  in  accordance  with  the  methods  outlined  in  the 

system  recommended  in  this  treatise: 

Sales  $150,000 

Cost  of  Sales 90,000 

Gross  Profit  60,000 
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Deduct  General  and  Selling  Expenses. .     30,000 

Net  Operating  Profit 30^000 

Add  Interest  Received 4000 

Deduct  Interest  Paid  3  qoo 

Net  Income  to  Surplus  (Profit  and  Loss)  ~$3i|oOO 

In  accordance  with  the  first  method  outlined  above,  the  eol- 
leced  profit  for  the  year  1922  would  be  determined  from  the 
collections  of  the  various  years  as  follows : 

Year  Collections     Rate  of  Gross  Profit    Gross  Profit 

1920  $30,000  45%       $13,500 

1921  40,000  50%       20,000 

1922  50,000  40%       20,000 

^120,000  $53,500 

The  Net  Taxable  Income  for  1922  would  therefore  be  as  fol- 
lows: 

Gross  Profit  collected $53  ^qq 

Deduct  General  and  Selling  Expenses. .....       30,000 

Add  Interest  Received 4000 

n  ^     .  T  X           X.  .  $27,500 

Deduct  Interest  Paid  3  oo(, 

Net  Taxable  Income <l^24  500 

In  accordance  with  the  second  method  outlined  above  the 
collected  profit  tor  the  year  1922  would  be  determined  from  an 
analysis  of  the  uncollected  accounts  as  of  Januarv  1,  1922  the 
Statement  of  OiJerations  for  1922,  and  an  analvsi;  of  the  uncol- 
lected accounts  as  of  December  31,  1922,  as  follows : 

Analysis  of  Accounts  Receivable,  January  1,  1922 
V  A  Rate  of         Gross  Profit 

TSn  ^i?n  ""^  ^^"««  P^^fit       Uncollected 

lyzi  80,000  50%  40,000 

Totals  $120,000  $58,000 
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Analysis  of  Accounts  Receivable,  December  31, 1922 

Rate  of         Gross  Profit 
Year  Amount  Gross  Profit      Uncollected 

1920  $10,000  45%      $  4,500 

1921  40,000  50%       20,000 

1922  100,000  40%       40,000 

Totals  $150,000  $64,500 

Determination  of  Net  Taxable  Income  for  1922 

Uncollected  Profit,  January  1,  1922 $58,000 

Add  Gross  Profit  as  per  Statement  of  Operations    60,000 

118,000 
Deduct  Uncollected  Profit,  December  31,  1922 64,500 

Gross  Profit  realized  for  1922 53,500 

Deduct  General  and  Selling  Expenses 30,000 

Net  Operating  Profit  Realized 23,500 

Add  Interest  Received 4,000 

27,500 
Deduct  Interest  Paid  3,000 

Net  Taxable  Income $24,500 

Loss  on  Repossessions 

In  the  system  outlined  above,  provision  has  been  made  to 
anticipate  losses  on  bad  debts,  repossessions,  etc.,  by  a  regular 
monthly  charge  to  an  Expense  account  called  Loss  on  Bad  Debts, 
Repossessions,  etc.  Where  the  Deferred  Profits  basis  of  re- 
porting taxable  income  is  used,  the  amount  of  this  charge  for 
Bad  Debts,  that  represents  anticipated  losses  on  installment  ac- 
counts is  not  an  allowable  Deduction  from  Gross  Income  for  ob- 
vious reasons  and  will  have  to  be  eliminated  from  the  expenses 
for  Income  Tax  purposes.  If  there  are  any  actual  losses  from 
Repossessions  during  the  year  these  losses  should  be  deducted 
from  the  Uncollected  Profit  of  the  year  during  which  the  sale  was 
originally  made. 

To  illustrate,  let  as  assume  that  during  the  year  1922  there 
had  been  repossessions  as  follows: 
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Year  of  Amount  stiil  Average  Cost 

fQ9n         ^'""Z^"'''^^  ^        Amount  Loss 

1920  $1000  55%  ^550 

1921  J1200_  50%  U  mo 
Tot-1^2200                                   -J^^      J^^^^ 

The  loss  of  $450  on  the  1920  accounts  should  be  deducted  from 
the  Uncollected  Profit  of  $18,000  for  1920  still  outstanding  Janu- 
ary  1,  1922,  and  the  loss  of  $600  on  the  1921  accounts  should  be 
deducted  from  the  Uncollected  Profit  of  $40,000  for  1921  still  out 
standmg  January  1,  1922. 

Let  us  further  assume  that  during  the  year  1922  anticipated 
losses  on  installment  accounts  had  been  charged  to  Expenses  to 
he  amount  of  $3000.    The  Net  Taxable  Income  for  1922  Zid 
then  be  determined  as  follows: 

Uncollected  Profit  January  1,  1922....  $58,000 
Deduct  Losses  on  Repossessions  involv- 
ing 1920  and  1921  accounts i  050 

Add  Gross  Profit  as  per  Statement  of  ^56,950 

^V^^^^'^ous   ^^^ 

Deduct  Uncollected  Profit,  Dec.  31,  1922  64^500 

Gross  Pnifit  Realized  for  1922 "^24 SO 

Deduct :  General  and  Selling  Expenses    30  000 
Less  Anticipated  Installment  Losses.       3,000 

~     ~     27,000 

Net  Operating  Profit  Realized 25  450 

Add  Interest  Received 4*000 

29  450 
Deduct  Interest  Paid  3000 

Net  Taxable  Income ^25  4S0 

Advantages  and  Disadvantages  of  Two  Methods 

It  is  clear  that  both  of  the  above  methods  of  determining 
Collected  and  Uncollected  Gross  Profit  accomplish  the  sZe  re- 
sult so  far  as  the  determination  of  the  Net  Taxable  Income  is 
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concerned.  The  first  method,  however,  requires  a  great  deal  of 
accounting  work  in  that  every  collection  throughout  the  year  has 
to  be  analyzed  according  to  the  age  of  the  account  to  which  it  is 
to  be  applied.  Where  this  work  of  analysis  is  done  every  day, 
the  amount  of  old  accounts  being  collected  can  be  determined  at 
any  time,  which  should  be  very  useful  information  to  those  in 
charge  of  collections.  On  the  other  hand,  the  second  method  is 
a  great  deal  easier  to  carry  out  in  that  it  requires  only  an  analysis, 
according  to  year,  of  the  outstanding  Instalhnents  Receivable  at 
the  end  of  each  year.  Therefore,  where  the  daily  information  rel- 
ative to  the  age  of  accounts  collected  is  not  desired,  this  second 
method  is  to  be  recommended. 
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